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SUBJECT: ENERGY: OIL EXPORT CHARGE 

POR KATZ AND VINE PROM AMBASSADOR 

1. DURING PIRST DAY OP DEBATE (OCTOBER 31) IN COMMONS 
ON PETROLEUM ADMINISTRATION ACT (BILL C-32), ENERGY 
MINISTER MACDONALD MADE THE POLLOWING POINTS WITH 
REGARD TO THE OIL EXPORT CHARGE: 

A. PROCEEDS OF THE CHARGE REPRESENT AN IMPORTATN 
CONTRIBUTION TO THE CONSOLIDATED REVENUE PUND, JUST 
AS THE IMPORT COMPENSATION PROGRAM IS A SIGNIPICANT 
CHARGE ON THE PUND. 

B. ESTIMATES OF THE RESPECTIVE PINANCIAL MAGNITUDES 
ENTAIL GREAT UNCERTAINTY BECAUSE ON THE REVENUE SIDE 
THE EXPORTCHARGE IS ON A MONTHLY "ONCE FOR ALL" 

BASIS, WHILE THEIMPORT COMPENSATION LIABILITY IS 
SUBJECT TO RETROACTIVE CHANGE AT THE INSTANCE OP 
POREIGN PRODUCER GOVERNMENTS. 

C. ANOTHER PROBLEM AREA IS ESTIMATION OP AGGREGATE 
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VOLUMES WHICH WILL BEAR THE EXPORT CHARGE AND WHICH 
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WILL BE LIABLE EOR IMPORT COMPENSATION. RATES OF 
EXPORT ARE DIEFICULT TO PREDICT BECAUSE THEY DEPEND 
ON U.S. MARKET CONDITIONS AS WELL AS ON NATIONAL 
ENERGY BOARD (NEB) DETERMINATIONS OF QUANTITIES SURPLUS 
TO CANADIAN NEEDS. 

D. ASSUMING AN AVERAGE EXPORT CHARGE IN CURRENT 
EISCAL YEAR (APRIL 1, 1974 THROUGH MARCH 31, 1975) 

OP SLIGHTLY LESS THAN $5.00 PER BARREL, AN AVERAGE 
IMPORT COMPENSATION OP $4.50 PER BARREL, AND AVERAGE 
EXPORTS OF 860,000 B/D AND IMPORTS OF 790,000 B/D, 

TOTAL IMPORT COMPENSATION PAYMENTS WOULD AMOUNT TO ABOUT 
$1.3 BILLION AND EXPORT REVENUES WOULD REACH $1.5 
BILLION, RESULTING IN A SURPLUS OP APPROXIMATELY $200 
MILLION IN THE CONSOLIDATED REVENUE PUND. 

E. MACDONALD STATED THAT IT WOULD BE HIS GENERAL 
EXPECTATION THAT ON UNIT BASIS AVERAGE PER BARREL 
EXPORT CHARGE WOULD "SOMEWHAT EXCEED" THE AVERAGE PER 
BARREL IMPORT COMPENSATION LARGELY BECAUSE OF QUALITY: 

"THE OIL THAT WE EXPORT IS GENERALLY OP A LIGHTER 
GRADE AND OF LOWER SULPHUR CONTENT THAN THE OIL WE 
IMPORT". 

P. MACDONALD STATED THAT IN MAKING THESE ESTIMATES 
IT HAS BEEN ASSUMED THAT IN THE BALANCE OF THE 
EISCAL YEAR NO SIGNIFICANT REDUCTION WOULD TAKE PLACE 
IN EXPORT VOLUMES. 

2. COMMENT: DEPARTMENT WILL RECALL EXCHANGE OP NOTES 
WITH GOC LAST SUMMERAM U.S. NOTE OP JUNE 3 EXPRESSED 
CONCERN ABOUT INCREASE IN EXPORT CHARGE TO $5.20 
WITH RESULTING INPLATIONARY EFPECTS, AND APPARENT USE 
OP EXPORT CHARGE AS A REVENUE MEASURE. USG URGED GOC 
TO RECONSIDER ITS POLICY. GOC REPLY OP AUGUST 27 
RESTATED GOC RATIONALE EOR TAX, REJECTED THE 
CONTENTION THAT THERE HAD BEEN ANY CHANGE IN THE BASIS 
OP THE EXPORT CHARGE OR THAT THE HIGHER LEVEL WOULD 
ENVOURAGE HIGHER PRICES, AND SPECIPICALLY DISAVOWED 
ANY LINK BETWEEN THE EXPORT CHARGE AND COMPENSATION 
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3. WHILE MACDONALD'S COMMENTS REPORTED PARA ONE ABOVE 
ARE NOT NECESSARILY INCONSISTENT WITH POSITION TAKEN 
BY GOC IN IT SAUGUST 27 NOTE, THEY DO OBVIOUSLY REPER 

TO EXPORT CHARGE IN ITS REVENUE CONTEXT AND RELATE 
RETURNS PROM CHARGE TO PAYMENTS TO IMPORTERS. COMING 
AT A TIME WHEN (A) U.S. CUSTOMERS ARE NOT TAKING UP 
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THEIR FULL ALLOCATIONS OF CANADIAN CRUDE, PRESUMABLY 
IN PART BECAUSE HIGH LEVEL OF EXPORT CHARGE IS PRICING 
CANADIAN CRUDE OUR OF MARKET, (B) PRESS IS REPORTING 
SIGNS THAT SAUDI ARABIA AND, PERHAPS, IRAN MAY BE 
CONSIDERING SOME REDUCTION IN PRICE, AND (C) USG 
IS EFFECTIVELY ARTICULATING IMPLICATIONS OF CONTINUED 
HIGH OIL PRICES FOR PRODUCERS AS WELL AS CONSUMERS 
(SOME OF TREASURY SECRETARY SIMON'S COMMENTS RE 
CONSEQUENCES OF LEAVING OIL IN THE GROUND CARRIED IN 
WIRELESS FILE OF NOVEMBER 4 SHOULD HIT HOME IN CANADA), 

I BELIEVE MACDONALD'S COMMENTS PROVIDE OPPORTUNITY 
FOR US TO REITERATE OUR CONCERNS TO GOC POLICY-MAKERS. 
IF DEPARTMENT CONCURS, I PROPOSE TO RAISE THESE 
CONSIDERATIONS WITH GOC, NOTING THAT SOME MODIFICATION 
OF GOC POLICY WOULD SEEM PARTICULARLY APPROPRIATE 
PRIOR TO PM TRUDEAU'S VISIT TO WASHINGTON ON DECEMBER 4. 

4. REQUEST GUIDANCE ASAP. 

PORTER 
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